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September 22, 1977

lonorable Bert Lance

Director, Office of fanagement and Budget
Exccutive Office of the Fresident
ijashington, D. C. 20503

Attention: Assistant Director for
Legislative Reference

bear i{r. Lancged

This is in xeply to your request for the Commission's vimrs on the
Departneat of Defense draft bhill, "o paﬁiit Clvil Servics auployees
in the grades of G8=15, G3=-19, ou”l?, Go=18, ox level ¥V oi the Ixeccu=
tive Service whose rate of basic pay was limited by Section 5303 of
titla 5,.United States Codc, to the vate of level V of the Executive
Schedule during the twoeyear pericd piior to Septewber 1, 1976, te
compute their retirement snnuity on the basds ol the highaest rata
earned in 1877, vather than on the basis of avaraging the rate of
basic pay earned over any 3 consecutive yeaxa of creditable service."
The effact of the proposal would be to superseda 5 U.5.C. 3331{4) to
allow affected eligible cmplovees retiring optionally befora Januaxy 1,
1979-or imvoluntariiy before Harch.-1, 1980, to have thelr retirepent
ranuities computoed cn the basis cof the single hijhest rate of basilc pay .
achieved during calendar venr 1977, rather than on the basis of the
normal hish thres year average rate. Optlonal retlrement umdaex zuch
provisicn would have aguested by an employee betwaen lHovember 1,
1677 and Januvary 31,

o~
1%

increase in Congrea—
of comvensation which
elint years, Uue Lo the
clearly does represent
affcectad anployed ratire at tha

The draft
slonzi, 2t
had beon e

e

£ b ora e g

1
o
N N

Approved For Release 2004/03/23 : CIA-RDIE’80M001 65A001700110012-2




Approved For tase_2004103123 : CIA-RDP80MO001 6‘01 700110012-2

i, 7

present time. Ve concur with the reasoning behind the drafs bill; that
those eligible enployees who would lepiriaately prefer to retire, misht
be Inclined to rerain on the job simply for the purpose of maximizing
thelr high three year average salary for annuity purposes. In addition,
we oxe aware of the ilmpending reduction—in~fores which the Bepartment of
Defense will be facing early in 1978. The couwbination of chesa factors
will tend to impact severely, on the receat cains which have bacn ex=
perienced in the area of equal empleyment opportunity. As the Coimission
is Interestcd in, and committed to, encouraging the career development of
wonen and minorities im management positions, we would Favor some “ppY
priate peans of rexwoving the aforementionad <isincentive for retirement,

In this light, wa have prepared a substitute proposal which Is attached
to this letter. We believe that our substitute achieves the desired end
in a more efficient monmer than the Defense proposal. Essentially, our
proposal would provide an annuity computed on the basis of flnal salary
to any civil service amplovee whosae rate of basic pay was limited by
section 3308 or 5363, of title 5, United States Code, or other applicable
statutory authority, prior to a pay incresse and who ratires at any time
subsequent to tie effective date of that pay increase. We consider tihis
alternative attractive for several reasonss .

1. Xt removes ti isincentive to retilre at any given tine,
ratiier thanp during a8 short period following the last
lifting of the statutory limitaticas cn ray. The mathod
of Increasing exacutive pay, at irrezular intervals and
by substantial izcrenents, causes a special problen for
these employees with regard to the nizh thrce year averagae
salary provision of the retirement law, There is a com=
pelling reason for them not to retire imediately after a
‘pay incraase, which the grest majority of employees, whose
pay is increassed regularly and nore gradually, do not share.

It mitigates against the adverse effects of a reduction=
In-force on EZU advances. DBy allowing senior executives
to retlre imaediately on annuitles computed cn the basis
of the maxisun forseeable benefir, consicerably fewer re-
ductione would have to be sustained by the more junior
sanagers, who are, in nany cases, women and ninorities.

It provides for continued effective azency operation.

By eacouraring irminent retirenents, it merves to pro-
‘tect those nid and lover level ranagers vhe are important
to the agzency's future, and who wisht otherwise be lost in
4 roduction~in-~forca situation.
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L. It tends to make pay a neutral factor for an ewployee
considering retirament.

Vla recognize that enactment of legislation alony the lines suggested
rizht precipitate the retirenent of certain individuals whose services
are not readily replacesble, and who would ctherwise continue on the
job. ilowever, balanced against the stated advanb."es of the proposal,
wa believe that the risk involved is an acceptable
In our judgment, our substitute proposal is preferable to the oviginal
Department of Defense draft bill., #hile the goals are basically the sauze
in each casae, we bhelieve our substitute offers a wore efficient and equit-
able means of attaining them. JAccorxrdingly, we urge that our suvstitute
bill be suppoxted in iieu of the Defense bill. A complete legislative
pachabe for submission of our proposal to the Congrass ﬁas baen preparad.

At the end of 1976 there vere about 21,000 Federal euployeea who were
affected by the pay freeze. Of these, thexe are approximatsly 4,108 who
ould be eligible to retire voluntarily at finel salaxy. We have no way

£ knowinz how many of those eliyible to retlre under this preposal would
do so, but certainly all would not. Addad retirerent costs would result
for those who would choose to retire earlicr thaa they would have in sb-
sense of the propesal, but we uO not believe that the total cost would Le
subatmtial. We are obtainiug data on rerdirement patterns so that the '
costy of tha varicus pTOuOSWlJ can he fully analyzed. e expect to have

’5,‘

cost Ligures by Scptember I0.

Attached ave cepies of Ildentical letters with which the Commission p Proposes
to subnlt to the Speaker of the louse and the President of th Sencte the

.

referconced SMDSEitULa draft legislaticn. We shall apprecilate your informing
us whether there is any objectfon to subaission of the drait lezislation as
proposed.

By dircection of the Commission:

Sincerely ycurs,

Alan K. Cas:.p'i;ell
Chairman

nelosura

RD:RET:GWood:djl  9/19/77
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Honorsbla Thomas P. O'Haill

Speaker of tha House of RQepresectatives

Dear Mre. Speaker:

I subait for the consideration of Congress, and recomiend favorsble
action on, the attached draft bill to lessen the effect of statutory
pay limitations on the retircment of certain executlva employees
under the provisions of the Civil Service Retiremaut law.

B

Under currant law, civil servica retilreuent annuities are computed on

the basis of a high three yoar uverape salary and length of service.
For tha great najority of employees, whose pay is increased by gradeal
cmowits &% regsular Izntervais, the averagas salary component in thae compu-
tation is npot a critical slement in the tining of retirement. Nowaver,
for executives whose pay iz linited statutorily, guite the opposite is
vuc. Thelr pay 1s adjusted idrresularly and by substantial atountsy,
Conseguently, for thes, the tirdny of retirement is intimately relatad
to the average. salary factor, due to its fluctuant npature. The sormal
operation of the retirement law produces 2 formidable disincentive for
these employees to retire within three years of a pay adjustmegt, This
ailtuation which restricts the flexibillity of ths agency as yell as the
coployee, und which is currently headng evperlenced, takes on an added
dimension when an sgaeney beacones subject to a2 reduction-in-force, In
the retirenant law acts to Chwart the nrefercuces of anency
wost senlor execubives, who might other-
enain on the job sizmply for the purpose
ary for aunnuity purposes, while those
10 are being counted on to play important
mist be released. Often, this latter sroup
ties who have receatly benefited from egual

guch &

exnloyn

In lizht of the above, we believe that the disincentive for senlor execu—
tlvas to retire wmust be selininated, aad we bove desisned ocux proposcl to
thst purpose. Essentizlly, cur propgosal wwould slter the retirewent law

:

toe provide an annuity computed on the basis of final salzary to any civil
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D
service employcae whosa rate of basic pay was statutorily lizitad prier to
a pay increase, and who retires at any time subsequent to the cifective
date of that pay increase. He belleve that our proposal rgprasents an
effective and cquitable solution to this problea.

We recognize that enactment of legislation along the lines suggested
night precipitate the retirement of certain individuals whose services
are not readily repluceable, and who vould othiervise continve on the job.
Howaver, balanced pgalnst the advantaces provided by the proposal, we
believe that the risk involved is an acceptable one.

At the end of 1976 tlLere were about 21,000 Federal emploryees who were
affected by the pay freceze. Of thesa, there are approxizately 4,100
wvho would be elicible to rotire veiuntarily ot final salary. Ya havas
no way of kuowing Lew many of theue milildle to retire veuld Jo po, but
certainly all of thosa cli.ible to r~tira would not. Added retirement
costs would result for tiwse who would choose to retire carlier thaa
they would have in absenco of tue proposal, but wa Jo not belleve that
the total costs would be sunestantiazl. Ve arae cbtaining data on ratire-
nent patterns so that the coats of this proposal caan be fully devsloped

and submitted at a later dato. —

attention be glven to this proposal beczuse of thae
aforementioned problem fov agenciles, such as the
for which rajoer reductions-in=-force are izninent.
oi tiuis proposal would facilitate the eiforts of
planning to cut back oy recrzanize in the near

je urge that prompt
cxitical nuture of thw
Department of lefense,
In. addition, eunactaent
other agenciesd wio ara
future.

The Cffice of iunavemont aud Budgat advises that from the standpoint of

the Adm4“iscratiun'a sro.roa, there 1s no objection to the subaigsion of
. ™. Y - .

the proposal.

14 bedan seab O tha Fresident of the Senata.

A sinilaxr latna?
. Lo e ® LY
By diractlion ol

- s
Slncerelsy rours,

Alan X

, Campbell
Caairaan

Attachnant /_? -2
. 1 0/19/77 ) <
RD:RET:(}'./’AH_'J(I:l:m!-mnh / [; s C? Z
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UNITED STATES
CIVIL SERVICE COMMISSION

VVASHINGTON. O C 20415

Adm. Turner: /7777

Material for meeting at OMB, 1:00 p.m.,
on 11/8, Rocm 252.

From—Alan K. Campbeil
Chairman
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